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pass italong asa price increase to consumers? It hardly has
to, given its profit margins.

Medtronic spokeswoman Donna Marquad says that for
competitive reasons, her company will not discuss sales
figures or the profit on Steve H's neurostimulator. But
Medtronic’s October 2012 quarterly SEC filing reported
that its spine “products and therapies,” which presumably
include Steve H.'s device, “continue to gain broad surgeon
acceptance” and that its cost to make all of its products was
24.9% of what it sells them for.

That's an unusually high gross profit margin—75.1%—
for a company that manufactures real physical products.
Apple also produces high-end, high-tech products, and its
gross margin is 40%. If the neurostimulator enjoys that
company-wide profit margin, it would mean that if Medtron-
ic was paid $19,000 by Mercy Hospital, Medtronic’s cost was
about $4,500 and it made a gross profit of about $14,500 before
expenses for sales, overhead and management—including
CEO Omar Ishrak's compensation, which was $25 million
for the 2012 fiscal year.

Mercy’s
Bargain

WHEN PAT PALMER, THE MEDICAL-BILLING SPECIALIST WHO

advises Steve H.'s union, was given the Mercy bill to deal
with, she prepared atally of about $4,000 worth of line items
that she thought represented the most egregious charges,
such as the surgical gown, the blanket warmer and the
marking pen. She restricted her list to those she thought
were plainly not allowable. “I didn't dispute nearly all of
them,” she says. “Because then they get their backs up.”

The hospital quickly conceded those items. For the
remaining $83,000, Palmer invoked a 40% discount off
chargemaster rates that Mercy allows for smallerinsurance
providers like the union. That cut the bill to about 450,000,
for which the insurance company owed 80%, or about
$40,000. That left Steve H. with a $10,000 bill.

Sean Recchi wasn't as fortunate. His bill—which includ-
ed not only the aggressively marked-up charge of 13,702 for
the Rituxan cancer drug but also the usual array of charge-
master fees for basics like generic Tylenol, blood tests and
simple supplies—had one item not found on any other bill
I examined: MD Anderson's charge of $7 each for “ALcoHoL
PREP PAD.” Thisisalittle square of cotton used to apply alcohol
toan injection. A box of 200 can be bought online for $1.91.

We have seen that to the extent that most hospital admin-
istrators defend such chargemaster rates at all, they maintain
that they are just starting points fora negotiation, But patients
don't typically know they areina negotiation when they enter
the hospital, nor do hospitals let them know that. And in any
case, at MD Anderson, the Recchis were made to pay every
penny of the chargemaster bill up front because their insur-
ance was deemed inadequate. That left Penne, the hospital
spokeswoman, with only this defense for the most blatantly
abusive chargesforitemslike the alcohol squares: “It is difficult
to compare a retail store charge for a common product with a
cancer center that provides the item as part of its highly spe-
cialized and personalized care,” she wrote in an e-mail. Yet the
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hospital also charges for that “specialized and personalized”
care through,amongotheritems, its §1,791-a-day room charge.

Before MD Anderson marked up Recchi’s Rituxan to
$13,702, the profit taking was equally aggressive, and equal-
ly routine, at the beginning of the supply chain—at the
drug company. Rituxan is a prime product of Biogen Idec, a
company with $5.5 billion in annual sales. Its CEO, George
Scangos, was paid $11,331,441 in 2011, a 20% boost over his
2010 income. Rituxan is made and sold by Biogen Idec in
partnership with Genentech, a South San Francisco-based
biotechnology pioneer.

Genentech brags about Rituxan on its website, as did
Roche, Genentech's §45 billion parent, in its latest annual
report. And in an Investor Day presentation last September,
Roche CEO Severin Schwann stressed that his company is
able to keep prices and margins high because of its focus
on “medically differentiated therapies.” Rituxan, a cancer
wonder drug, certainly meets that test.

A spokesman at Genentech for the Biogen Idec-
Genentech partnership would not say what the drug cost
the companies to make, but according to its latest annual re-
port, BiogenIdec’s cost of sales—the incremental expense of
producing and shipping each of its products compared with
what it sells them for—was only 10%. That’s lower than
the incremental cost of sales for most software companies,
and the software companies usually don’t produce anything
physical or have to pay to ship anything.

This would mean that Sean Recchi's dose of Rituxan cost
the Biogen Idec-Genentech partnership as little as $300 to
make, test, package and ship to MD Anderson for $3,000 to
$3,500, whereupon the hospital sold it to Recchi for $13,702.

As 2013 began, Recchi was being treated back in Ohio
because he could not pay MD Anderson for more than his
initial treatment. As for the $13,702-a-dose Rituxan, it turns
out that Biogen Idec’s partner Genentech has a charity-
access program that Recchi’s Ohio doctor told him about
that enabled him to get those treatments free. “MD Ander-
son never said a word to us about the Genentech program,”
says Stephanie Recchi. “They just took our money up front.”

Genentech spokeswoman Charlotte Arnold would not dis-
close how much free Rituxan had been dispensed to patients
like Recchi in the past year, saying only that Genentech has
“donated $2.85 billion in free medicine to uninsured patients
inthe U.S" since 1985. That seems like alot until the numbers
are broken down. Arnold says the $2.85 billion is based on
what the drugmaker sells the product for, not what it costs
Genentech tomake. On the basis of Genentech’shistoric costs
and revenue since 1985, that would make the cost of these
donations less than 1% of Genentech’s sales—not something
likely to take the sizzle out of CEO Severin’s Investor Day.

Nonetheless, the company provided more financial sup-
port than MD Anderson did to Recchi, whose wife reports
that he “is doing great. He's in remission.”

Penne of MD Anderson stressed that the hospital provides
its own financial aid to patients but that the state legislature
testricts the assistance to Texas residents. She also said MD
Anderson “makes every attempt” to inform patients of drug-
company charity programsand that 5oof the hospital's 24,000
inpatients and outpatients, one of whom was from outside
Texas, received charitable aid for Rituxan treatments in 2012.
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Catro hic lliness—
And the Bills to Match

WHEN MEDICAL CARE BECOMES A MATTER OF LIFE AND
death, the money demanded by the health care ecosystem
reaches a wholly different order of magnitude, churn-
ing out reams of bills to people who can’t focus on them,
let alone pay them.

Soon after he was diagnosed with lung cancerin January
2011, a patient whom I will call Steven D, and his wife Alice
knew that they were only buying time. The crushing ques-
tion was, How much is time really worth? As Alice, who
makes about §40,000 a year running a child-care center in
her home, explained, “(Steven] kept saying he wanted every
last minute he could get, no matter what. But I had to be
thinking about the cost and how all this debt would leave
me and my daughter.”

By the time Steven D. died at his home in Northern Cali-
fornia the following November, he had lived for an addition-
al 11 months. And Alice had collected bills totaling $902,452.

The family's first bill—for $348,000—which arrived
when Steven got home from the Seton Medical Center in
Daly City, Calif,, was full of all the usual chargemaster
profit grabs: §18 each for 88 diabetestest strips that Ama-
zon sells in boxes of 50 for §27.85; §24 each for rg niacin pills
that are sold in drugstores for about a nickel apiece. There
were also four boxes of sterile gauze pads for §77 each. None
of that was considered part of what was provided in return
for Seton's facility charge for the intensive-care unit for two
days at $13,225 a day, 12 days in the critical unit at §7,315a
day and one day in a standard room (all of which totaled
$120,116 over 15 days). There was also $20,886 for CT scans
and $24,251 for lab work.
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Alice responded to my question about the obvious over-
charges on the bill for items like the diabetes-test strips or
the gauze pads much as Mrs. Lincoln, according to the fa-
mousjoke, might have had she been asked what she thought
of the play. "Are you kidding?" she said. “I'm dealing with
a husband who had just been told he has Stage IV cancer.
That'sallIcanfocuson... You think I looked at the items on
the bills? I just looked at the total.”

Stevenand Alice didn’t know that hospital billing people
consider the chargemaster to be an opening bid. That's be.
cause nomedical bill eversays, “Give us your best offer." The
couple knew only that the bill said they had maxed out on
the $50,000 payout limit on a UnitedHealthcare policy they
had bought through a community college where Steven
hadbriefly enrolled a year before. “We were in shock,” Alice
recalls. “We looked at the total and couldn’t deal with it. So
we just started putting all the bills in a box. We couldn’t
bear to look at them.”

The $50,000 that UnitedHealthcare paid to Seton
Medical Center was worth about 80,000 in credits be-
cause any charges covered by the insurer were subject
to the discount it had negotiated with Seton. After that
$80,000, Steven and Alice were on their own, not eligible
for any more discounts, :

Fourmonths into her husband’s illness, Alice by chance
got the name of Patricia Stone, a billing advocate based in
Menlo Park, Calif. Stone’s typical clients are middle-class
people having trouble with insurance claims. Stone felt
so bad for Steven and Alice—she saw the blizzard of bills
Alice was going to have to sort through—that, says Alice,
she “gave us many of her hours,” for which she usually
charges $100, “for free.”

Stone was soon able to persuade Seton to write off
§297,000 of its $348,000 bill. Her argument was simple:
There was no way the D.'s could pay it now or in the future,
though they would scrape together §3,000 as a show of good
faith. With the couple's §3,000 on top of the $50,000 paid
by the UnitedHealthcare insurance, that §297,000 write-off
amounted to an 85% discount.

According to its latest financial report, Seton applies
so many discounts and write-offs ta its chargemaster
bills that it ends up with only about 18% of the revenue
it bills for. That's an average 82% discount, compared
with an average discount of about 65% that I saw at the
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other hospitals whose bills were examined—except for
the MD Anderson and Sloan-Kettering cancer centers,
which collect about 50% of their chargemaster charges.

Seton’s discounting practices may explain why it is
the only hospital whose bills I looked at that actually re-
ported a small operating loss—§s million—on its last
financial report.

Of course, had the D.'s not come across Stone, the in-
comprehensible but terrifying bills would have piled
up in a box, and the Seton Medical Center bill collectors
would not have been kept at bay. Robert Issai, the CEO
of the Daughters of Charity Health System, which owns
and runs Seton, refused through an e-mail from a public
relations assistant to respond to requests for acomment on
any aspect of his hospital’s billing or collections policies.
Nor would he respond to repeated requests for a specific
comment on the $24 charge for niacin pills, the $18 charge
for the diabetes-test strips or the $77 charge for gauze pads.
He also declined to respond when asked, via a follow-up
e-mail, if the hospital thinks that sending patients who
have just been told they are terminally ill bills that re-
flect chargemaster rates that the hospital doesn’t actually
expect to be paid might unduly upset them during a par-
ticularly sensitive time,

Tobegin to deal with all the other bills that kept coming
after Steven’s first stay at Seton, Stone was also able to get
him into a special high-risk insurance pool set up by the
state of California. It helped but not much. The insurance
premium was $1,000 a month, quite a burden on a family
whose income was maybe $3,500 a month. And it had an
annual payout limit of $75,000. The D.'s blew through that
in about two months.

Thebills kept piling up. Sequoia Hospital—where Steven
wasan inpatient as well as an outpatient between the end of
January and November following his initial stay at Seton—
weighed in with 28 bills, all at chargemaster prices, includ-
ing invoices for $99,000, $61,000 and $29,000. Doctor-run
outpatient chemotherapy clinics wanted more than $85,000.
One outside lab wanted $13,900.

Stone organized these and other bills into an elaborate
spreadsheet—a ledger documenting how catastrophic ill-
ness in America unleashes its own mini-GDP.

In July, Stone figured out that Steven and Alice should
qualify for Medicaid, which is called Medi-Cal in Califor-
nia, But there was a catch: Medicaid is the joint federal
state program directed at the poor that is often spoken
of in the same breath as Medicare. Although most of the
current national debate on entitlements is focused on
Medicare, when Medicaid’s subsidiary program called
Children’s Health Insurance, or CHIP, is counted, Med-
icaid actually covers more people: 56.2 million com-
pared with so.2 million.

health insurance through their employer
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state finances a big portion of the claims. According to
Stone, Steven and Alice immediately ran into one of those
rules. For people even with their modest income, the D.s
would have to pay $3,000 a month in medical bills before
Medi-Cal would kick in. That amounted to most of Alice's
monthly take-home pay.

Medi-Cal was even willing to go back five months, to
February, to cover the couple’s mountain of bills, but first
they had to come up with $15,000. “We didn’t have anything
close to that,” recalls Alice.

Stone then convinced Sequoia that if the hospital wanted
to see any of the Medi-Cal money necessary to pay its bills
(albeit at the big discount Medi-Cal would take), it should
give Steven a “credit” for $15,000—in other words, write it
off. Sequoia agreed to do that for most of the bills. This was
clearly a maneuver that Steven and Alice never could have
navigated on their own.

Covering most of the Sequoia debt was a huge relief, but
there were still hundreds of thousands of dollars in bills
left unpaid as Steven approached his end in the fall of 20r1.
Meantime, the bills kept coming.

“We started talking about the cost of the chemo,” Alice
recalls. “It was a source of tension between us ... Finally,"
she says, “the doctor told us that the next one scheduled
might prolong his life a month, but it would be really
painful. So he gave up.”

By the one-year anniversary of Steven's death, late last
year, Stone had made a slew of deals with his doctors, clinics
and other providers whose services Medi-Cal did not cov-
er. Some, like Seton, were generous. The home health care
nurse ended up working for free in the final days of Steven's
life, which were over the Thanksgiving weekend. “Hewasa
saint,” says Alice. “He said he was doing it to become accred-
ited, so hedidn't charge us.”

Others, including some of the doctors, were more hard-
nosed, insisting on full payment or offering minimal
discounts. Still others had long since sold the bills to profes-
sional debt collectors, who, by definition, are bounty hunt-
ers. Alice and Stone were still hoping Medi-Cal would end
up covering some or most of the debt.

As 2012 closed, Alice had paid out about $30,000 of her
own money (including the §3,000 to Seton) and still owed
$142,000—her losses from the fixed poker game that she was
forced to play in the worst of times with the worst of cards.
She was still getting letters and calls from bill collectors, “I
think about the $142,000 all the time. It just hangs over my
head,” she said in December.

One lesson she has learned, she adds: “I'm never going to
remarry. I can’t risk the liability.”?

$132,303: The

As Steven and Alice found out, Medicaid is also more
vulnerable to cuts and conditions that limit coverage, prob-
ably for the same reason that most politicians and the press
don't pay the same attention to it that they do to Medicare:
its constituents are the poor.

The major difference in the two programs is that while
Medicare’s rules are pretty much uniform across state
lines, the states set the key rules for Medicaid because the
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Lab-Test Cash Machine

AS 2012 BEGAN, A COUPLE I'LL CALL REBECCA AND SCOTT S.,
both in their 50s, seemed to have carved out a comfort-
able semiretirement in a suburb near Dallas. Scott had

to cont

2. In early February, Alice told TIME that she had recently eliminated “most of* the debt
through proceeds from the sale of a small farm in Ok lahoma her husband had inherited and
after further payments from Medi Caland a simall life insurance policy
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successfully sold his small industrial business and was
working part time advising other industrial companies. Re-
becca was running a small marketing company.

On March 4, Scott started having trouble breathing. By
dinnertime he was gasping violently as Rebecca raced him
to the emergency room at the University of Texas Southwest-
ern Medical Center. Both Rebeccaand her husband thought
he was about to die, Rebecca recalls. It was not the time to
think about the bills that were going to change their livesif
Scottsurvived,and certainly not the time to imagine, much
less worry about, the piles of charges for daily routine lab
tests that would be incurred by any patient in the middle of
along hospital stay.

Scott was in the hospital for 32 days before his pneumo-
nia was brought under control.

Rebecca recalls that “on about the fourth or fifth day, I
wassitting around the hospital and bored, soI went down to
the business office just to check that they had all the insur-
anceinformation.” She remembered that there was, she says,
“some kind of limit on it.”

“Even by then, the bill was over $80,000,” she recalls. “I
couldn't believe it.”

The woman in the business office matter.of-factly gave
Rebecca more bad news: Her insurance policy, from a com-
pany called Assurant Health, had an annual payout limit of
$100,000. Because of some prior claims Assurant had pro-
cessed, the 5.s were well on their way to exceeding the limit.

Just the room-and-board charge at Southwestern was
§2,293 a day. And that was before all the real charges
were added. When Scott checked out, his 161-page
bill was $474,064. Scott and Rebecca were told they
owed $402,955 after the payment from their insurance
policy was deducted.

The top billing categories were $73,376 for Scott's room;
$94,799 for “rese sErvICES,” which mostly meant supply-
ing Scott with oxygen and testing his breathing and in-
cluded multiple charges per day of $134 for supervising
oxygen inhalation, for which Medicare would have paid
$17.94; and $108,663 for “sPecraL prucs,” which included
mostly not-so-special drugs such as “sop1uM cHLORIDE
.9%." That’s a standard saline solution probably used in-
travenously in this case to maintain Scott’s water and salt
levels. (It is also used to wet contact lenses.) You can buy a
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liter of the hospital version (bagged for intravenous use)
online for $5.16. Scott was charged $84 to 5134 for dozens
of these saline solutions.

Then there was the $132,303 charge for “LaBoRATORY,"
which included hundreds of blood and urine tests rang-
ing from §30 to $333 each, for which Medicare either pays
nothing because it is part of the room fee or pays $7 to
$30. Hospital spokesman Russell Rian said that neither
Daniel Podolsky, Texas Southwestern Medical Center's
$1,244,000-a-year president, nor any other executive would
be available to discuss billing practices. “The law does not
allow us to talk about how we bill," he explained.

Through a friend of a friend, Rebecca found Patricia
Palmer, the same billing advocate based in Salem, Va.,
who worked on Steve H.s bill in Oklahoma City, Palmer—
whose firm, Medical Recovery Services, now includes her
two adult daughters—was a claims processor for Blue
Cross Blue Shield. She got into her current business after
she was stunned by the bill her local hospital sent after
one of her daughters had to go to the emergency room af-
ter an accident, She says it included items like the shade
attached to an examining lamp. She then began look-
ing at bills for friends as kind of a hobby before deciding
to make it a business.

The best Palmer could do was get Texas Southwest-
ern Medical to provide a credit that still left Scott and
Rebecca owing $313,000.

Palmer claimed in a detailed appeal that there were also
overchargestotaling $113,000-—not because the prices were
too high but because the items she singled out should not
have been charged for at all. These included §5,890 for all
of that saline solution and $65,600 for the management of
Scott's oxygen. These items are supposed to be part of the
hospital’s general room-and-services charge, she argued, so
they should not be billed twice.

In fact, Palmer—echoing a constant and convincing re-
frain I heard from billing advocates across the country—
alleged that the hospital triple-billed for some items used

in Scott’s care in the intensive-care unit. “First they charge

more than $2,000 a day for the ICU, because it’s an ICU and
it has all this special equipment and personnel,” she says,
“Then they charge $1,000 for some kit used in the ICU to give
someone a transfusion or oxygen ... And then they charge
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$50 or $100 for each tool or bandage or whatever that there
isin the kit. That's triple billing.”

Palmer and Rebecca are still fighting, but the hospital
insists that the S’s owe the $313,000 balance. That doesn't
include what Rebecca says were “thousands” in doctors’
bills and $70,000 owed to a second hospital after Scott
suffered a relapse. .

The only offer the hospital has made so far is to cut
the bill to $200,000 if it is paid immediately, or for the full
$313,000 to be paid in 24 monthly payments. “How am I sup-
posed towrite a check right now for $200,000?” Rebeccaasks.
“I have boxes full of notices from bill collectors... We can't
apply for charity, because we're kind of well off in terms of
assets,” she adds. “We thought we were set, but now we’re
pretty much on the edge.”

Insurance
That Isn’t

“PEOPLE, ESPECIALLY RELATIVELY WEALTHY PEOPLE, ALWAYS
think they have good insurance until they see they don’t,”
says Palmer. “Most of my clients are middle-or upper-middle-
class people with insurance.”

Scott and Rebecca bought their plan from Assurant,
which sells health insurance to small businesses that will
pay only forlimited coverage for their employees or to indi-
viduals who cannot get insurance through employers and
are not eligible for Medicare or Medicaid. Assurant alsosold
the Recchis their plan that paid only $2,000 a day for Sean
Recchi’s treatment at MD Anderson.

Although the tight limits on what their policies cover
are clearly spelled out in Assurant’s marketing materials
and in the policy documents themselves, it seems that
for its customers the appeal of having something called
health insurance for a few hundred dollars a menth is far
more compelling than comprehending the details. “Yes, we
knew there were some limits,” says Rebecca. “But when you
see the limits expressed in the thousands of dollars, it looks
0.X.,Iguess. Until you have an event.”

Millions of plans have annual payout limits, though the
more typical plans purchased by employers usually set those
limits at $500,000 or $750,000—which can also quickly be
consumed by a catastrophicillness. For that reason, Obama-
care prohibited lifetime limits on any policies sold after
the law passed and phases out all annual dollar limits by
2014. That will protect people like Scott and Rebecca, but it
will also make everyone’s premiums dramatically higher,
because insurance companies risk much more when there
is no cap on their exposure.

BUT OBAMACARE DOES LITTLE TO ATTACK THE COSTS THAT
overwhelmed Scott and Rebecca. There is nothing, for ex
ample, that addresses what may be the most surprising
sinkhole—the seemingly routine blood, urine and other
laboratory tests for which Scott was charged $132,000, or
more than §4,000 a day.

By my estimates, about $70 billion will be spent in
the U.S. on about 7 billion lab tests in 2013. That’s about
$223 a person for 16 tests per person. Cutting the over-

ordering and overpricing could easily take $25 billion
out of that bill.

Much of that overordering involves patientslike Scott S.
who require prolonged hospital stays. Their tests become a
routine, daily cash generator. “When you're getting trained
as a doctor,” says a physician who was involved in fram-
ing health care policy early in the Obama Administration,
“you're taught to order what's called ‘morning labs.' Every
day you have a variety of blood tests and other tests done,
not because it's necessary but because it gives you some-
thing to talk about with the others when you go on rounds.
It's like your version of a news hook... I bet 60% of the labs
are not necessary.”

The country’s largest lab tester is Quest Diagnostics,
which reported revenues in 2012 of $7.4 billion, Quest's op-
eratingincomein 2012 was $1.2 billion, about 16.2% of sales.

But that's hardly the spectacular profit margin we have
seen in other sectors of the medical marketplace. The rea-
son is that the outside companies like Quest, which mostly
pick up specimens from doctors and clinics and deliver
test results back to them, are not where the big profits are.
The real money is in health care settings that cut out the
middleman—the in-house venues, like the hospital test-
ing lab run by Southwestern Medical that billed Scott and
Rebecca $132,000. In-house labs account for about 60% of
all testing revenue. Which means that for hospitals, they
are vital profit centers.

Labs are also increasingly being maintained by doctors
who, as they form group practices with other doctorsin their
field, finance their own testing and diagnosticclinics. These
labs account for a rapidly growing share of the testing rev-
enue, and their share is growing rapidly.

These in-house labs have no selling costs, and as pric-
ing surveys repeatedly find, they can charge more be-
cause they have a captive consumer base in the hospitals
or group practices.

They also have an incentive to order more tests because
they’re the ones profiting from the tests. The Wall Street
Journal reported last April that a study in the medical jour-
nal Health Affairs had found that doctors’ urology groups
with their own labs “bill the federal Medicare program for
analyzing 72% more prostate tissue samples per biopsy
while detecting fewer cases of cancer than counterparts who
send specimens to outside labs.”

If anything, the move toward in-house testing, and
with it the incentive to do more of it, is accelerating the
move by doctors to consolidate into practice groups. As one
Bronx urologist explains, “The economics of having your
own lab are so alluring.”

More important, hospitals are aligning with these
practice groups, in many cases even getting them to sign
noncompete clauses requiring that they steer all patients
to the partner hospital.

Some hospitals are buying physicians’ practices out-
right; 54% of physician practices were owned by hospi-
talsin 2012, according to a McKinsey survey, up from 22%
10 years before. This is primarily a move to increase the
hospitals’ leverage in negotiating with insurers. An ex-
pensive by-product is that it brings testing into the hospi-
tals’ high-profit labs.
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When Txpa ers
Pick Up the Tab

WHETHER IT WAS EMILIA GILBERT TRYING TO GET OUT FROM
under $9,418 in bills after her slip and fall or Alice D. vowing
never to marry again because of the $142,000 debt from her
husband’s losing battle with cancer, we've seen how the med-
ical marketplace misfires when private parties get the bills.

When the taxpayers pick up the tab, most of the dynam-
ics of the marketplace shift dramatically.

In July zo11, an 88-year-old man whom I'll call Alan A.
collapsed from a massive heart attack at his home outside
Philadelphia. Hesurvived, after two weeksin the intensive-
care unit of the Virtua Marlton hospital. Virtua Marlton
is part of a fourhospital chain that, in its 2010 federal fil-
ing, reported paying its CEO $3,073,000 and two other ex-
ecutives $1.4 million and §1.7 million from gross revenue of
$633.7 million and an operating profitof $91 million. Alan A.
then spent three weeks at a nearby convalescent-care center.

Medicare made quick work of the $268,227 in bills from
the two hospitals, paying just $43,320. Except for $100 in
incidental expenses, Alan A. paid nothing because 100% of
inpatient hospital care is covered by Medicare.

The ManorCare convalescent center, which Alan A. says
gave him “good care” in an “O.K. but not luxurious room,"
got paid $11,982 by Medicare forhisthree-week stay. That is
about $571 a day for all the physical therapy, testsand other
services. As with all hospitals in nonemergency situations,
ManorCare does not have to accept Medicare patients and
their discounted rates. But it does accept them. In fact, it
weélcomes them and encourages doctors to refer them.

Health care providers may grouse about Medicare's fee
schedules, but Medicare's paymentsmust be producing prof-
its for ManorCare, It is part of a for-profit chain owned by
Carlyle Group, a blue-chip private-equity firm.

ABOUT A DECADE AGO, ALAN A. WAS DIAGNOSED WITH
non-Hodgkin's lymphoma. He was 78, and his doctors in
southern New Jersey told him there was little they could do.
Through a family friend, he got an appointment with one
of the lymphoma specialists at Sloan-Kettering. That doctor
told Alan A. he was willing to try a new chemotherapy regi-
men on him. The doctor warned, however, that he hadn’t
ever tried the treatment on a man of Alan A’s age.

The treatment worked. A decade later, Alan A. is still
in remission. He now travels to Sloan-Kettering every six
weeks to be examined by the doctor who saved his life and
to get a transfusion of Flebogamma, a drug that bucks up
hisimmune system.
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With some minor variations each time, Sloan-Kettering’s
typical bill for each visit is the same as or similar to the
$7,346 bill he received during the summer of 2011, which
included $340 for a session with the doctor.

Assuming eight visits(but only four with the doctor), that
makes the annual bill §57,408 a year tokeep Alan A. alive. His
actual out-of pocket cost for each sessionis afraction of that,
For that $7,346 visit, it was about $50.

Insomeways, the setof transactionsaround Alan A’sSloan-
Kettering care represent the best the American medical mar-
ketplace has to offer. First, obviously, there’s the fact that heis
alive afterother doctors gave him up for dead. And then there's
the fact that Alan A, a retired chemist of average means, was
able to get care that might otherwise be reserved for the rich
but was available to him because he had the right insurance.

Medicareisthe coreofthatinsurance,although AlanA—as
do 90% of those on Medicare—has a supplemental-insurance
policy that kicksin and generally pays 9o% of the 20% of costs
for doctors and outpatient care that Medicare does not cover.

Here's how it all computes for him using that summer
2011 bill as an example.

Not counting the doctor’s separate $340 bill, Sloan-
Kettering’s bill for the transfusion is about $7,006.

In addition to a few hundred dollars in miscellaneous
items, the two basic Sloan-Kettering charges are $414 per
hour for five hours of nurse time for administering the
Flebogamma and a $4,615 charge for the Flebogamma.

According to Alan A, the nurse generally handles three or
four patients at a time. That would mean Sloan-Kettering is
billing more than $1,200 an hour for that nurse, When I asked
Paul Nelson, Sloan-Kettering’s director of financial planning,
about the §414-per-hour charge, he explained that r5% of these
chargesismeanttocoveroverhead and indirect expenses, 20%
is meant to be profit that will cover discounts for Medicare
or Medicaid patients, and 65% covers direct expenses. That
wouldstill leave the nurse’s time being valued atabout $8ooan
hour (65% of $1,200), again assuming that just three patients
were billed for the same hour at $414 each. Pressed on that,
Nelson conceded that the profitishigherand ismeant to cover
other hospital costs like research and capital equipment.

Whatever Sloan-Kettering's calculations may be,
Medicare—whose patients, including Alan A., are about a
third of all Sloan-Kettering patients—buys into none of that
math. Its cost-based pricing formulasyielda price of §302 forev-
erything other than the drug, including those hourly charges
for the nurse and the miscellaneous charges. Medicare pays
80% of that, or $241, leaving Alan A. and his private insurance
company together to pay about $60 more to Sloan-Kettering.
Alan A. pays $6,and hissupplementalinsurer, Aetna, pays $54.

Bottom line: Sloan-Kettering gets paid $302 by Medicare
for about 42,400 worth of its chargemaster charges, and
Alan A. endsup paying 6.

The Cancer
Drug Profit Chain

IT'S WITH THE BILL FOR THE TRANSFUSION THAT THE PECU-
liar economics of American medicine take a different turn,
even when Medicare is involved. We have seen that even
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with big discounts for insurance companies and bigger dis-
counts for Medicare, the chargemaster prices on everything
from reom and board to Tylenol to CT scansare high enough
to make hospital costs a leading cause of the §750 billion
Americans overspend each year on health care. We’re now
going to see how drug pricing is a major contributor to the
way Americans overpay for medical care.

By law, Medicare has to pay hospitals 6% above what
Congress calls the drug company's “average sales price,"
which is supposedly the average price at which the drug.
maker sells the drug to hospitals and clinics. But Congress
does not control what drugmakers charge. The drug com:
panies are free to set their own prices. This seems fair in a
free-market economy, but when the drug is a one-of-a-kind
lifesaving serum, the result is anything but fair.

Applying that formula of average sales price plus the 6%
premium, Medicare cuts Sloan-Kettering’s $4,615 charge for
Alan AsFlebogamma to §2,123, That's what the drugmaker
tells Medicare the average sales price is plus 6%. Medicare
again pays 80% of that, and Alan A. and his insurer split
the other 20%, 10% for him and 9o% for the insurer, which
makes Alan A.'s cost $42.50.

In practice, the average sales price does not appear to be a
real average. Two other hospitals I asked reported that after
taking into account rebates given by the drug company, they
paid an average of §1,650 for the same dose of Flebogamma,
and neither hospital had nearly the leverage in the cancer-care
marketplace that Sloan-Kettering does. One doctor at Sloan:
Kettering guessed that it pays $1,400. “The drug companies
give the rebates so that the hospitals will make mare on the
drug and therefore be encouraged to dispense it,” the doctor
explained. (A spokesperson for Medicare would say only that
the average sales price is based “on manufacturers’ data sub-
mitted to Medicare and is meant to include rebates.”)

Nelson, the Sloan-Kettering head of financial planning,
said the price his hospital pays for Alan A’s dose of Flebo
gamma is “somewhat higher"” than $1,400, but he wasn't
specific, adding that “the difference between the cost and
the charge represents the cost of running our pharmacy—
which includes overhead cost—plus a markup.” Even as-
suming Sloan-Kettering's real price for Flebogamma is
“somewhat higher” than 1,400, the hospital would be mak-
ing about 50% profit from Medicare’s $2,123 payment. So
even Medicare contributes mightily to hospital profit—and
drug-company profit—when it buys drugs.

Flehogamma'’s
Profit Margin

THE SPANISH BUSINESS AT THE BEGINNING OF THE FLEBO-
gammasupply chain does even better than Sloan-Kettering.

Made from human plasma, Flebogamma is a sterilized
solution that isintended to boost the immune system. Sloan-
Kettering buys it from either Baxter International in the
U.S. or,as is more likely in Alan A''s case, a Barcelona-based
company called Grifols.

In its half-year 2012 shareholders report, Grifols fea-
tured a picture of the Flebogamma plasma serum and
its packaging—"produced at the Clayton facility, North
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Carolina,” according to the caption. Worldwide sales of all
Grifols products were reported as up 15.2%, to $1.62 billion,
in the first half of 2012. In the U.S. and Canada, sales were up
205%.“Growthin the sales... of the main plasma derivatives”
was highlightedin the report, aswasthe fact that “the cost per
liter of plasma has fallen.” (Grifols operates 150 donation cen-
ters across the U.S. where it pays plasma doners §25 apiece.)

Grifols spokesman Christopher Healey would not discuss
what it cost Grifols to produce and ship Alan A’s dose, but
he did say that the company's average cost to produce its bio-
science products, Flebogamma included, was approximately
55% of what it sells them for. However, a doctor familiar with
the economics of cancer-care drugs said that plasma products
typically have some of the industry’s higher profit margins.
He estimated that the Flebogamma dose for Alan A—which
Sloan-Kettering bought from Grifols for $1,400 or $1,500 and
sold to Medicare for $2,135—*“can’t cost them more than $200
or $300 to collect, process, test and ship.”

InSpain, asin therest of the developed world, Grifols’ profit
margins on sales are much lower than they are in the U.S,,
whereit can charge much higher prices. Aware of the leverage
that drug companies—especially those withuniquelifesaving
products—have on the market, most developed countries
regulate what drugmakers can charge, limiting them to cer-
tain profit margins. In fact, the drugmakers’ securities filings
repeatedly warn investors of tighter price controls that could
threaten their high margins—though not in the U.S.

The difference between the regulatory environment
in the U.S. and the environment abroad is so dramatic
that McKinsey & Co. researchers reported that overall
prescription-drug pricesin the U.S. are “50% higher for com-
parable products” than in other developed countries. Yet
those regulated profit margins outside the U.S. remain high
enough that Grifols, Baxter and other drug companies still
aggressively sell their products there. For example, 37% of
Grifols’ sales come from outside North America.

More than $280 billion will be spent this year on pre-
scription drugs in the U.S. If we paid what other countries
did for the same products, we would save about $94 billion
a year. The pharmaceutical industry’s common explana-
tion for the price difference is that U.S. profits subsidize
the research and development of trailblazing drugs that
are developed in the U.S. and then marketed around the
world. Apart from the question of whether a country with
a health-care-spending crisis should subsidize the rest of
the developed world—not to mention the question of who
signed Americans up for that mission—there's the fact that
the companies’ math doesn’t add up.

According to securities filings of major drug companies,
their R&D expenses are generally 15% to 20% of gross rev-
enue. In fact, Grifols spent only 5% on R&D for the first nine
months of 2012, Neither 5% nor 20% is enough to have cut
deeply into the pharmaceutical companies’ stellar bottom-
line net profits. Thisis not gross profit, which counts only the
cost of producing the drug, but the profit after those R&D
expenses are taken into account, Grifols made a 32.3% net
operating profit after all its R&D expenses—as well as
sales, management and other expenses—were tallied. In
other words, even counting all the R&D across the entire
company, including research for drugs that did not pan out,
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Grifols made healthy profits. All the numbers tell one con-
sistentstory: Regulating drug prices the way other countries
do would save tens of billions of dollars while still offering
profit margins that would keep encouraging the pharma-
ceutical companies’ quest for the next great drug.

Handcuffs
On Medicare

OUR LAWS DO MORE THAN PREVENT THE GOVERNMENT
from restraining prices for drugs the way other countries
do. Federal law also restricts the biggest single buyer—
Medicare—from even trying to negotiate drug prices. As
a perpetual gift to the pharmaceutical companies (and an
acceptance of their argument that completely unrestrained
prices and profit are necessary to fund the risk taking of re-
search and development), Congress has continually prohib-
ited the Centers for Medicare and Medicaid Services (CMS) of
the Department of Health and Human Services from negoti-
ating prices with drugmakers. Instead, Medicare simply has
to determine that average sales price and add 6% to it.

Similarly, when Congress passed Part D of Medicare in
2003, giving seniors coverage for prescription drugs, Con-
gress prohibited Medicare from negotiating,

Nor can Medicare get involved in deciding that a drug
may be a waste of money. In medical circles, this isknown
as the comparative-effectiveness debate, which nearly de-
railed the entire Obamacare effort in 2009.

Doctors and other health care reformers behind the
comparative-effectiveness movement make a simple ar-
gument: Suppose that after exhaustive research, cancer
drug A, which costs $300a dose, is found to be just as effec-
tive as or more effective than drug B, which costs $3,000.
Shouldn’t the person or entity paying the bill, e.g. Medi-
care, be able to decide that it will pay for drug A but not
drug B? Not according to a law passed by Congress in 2003
that requires Medicare to reimburse patients (again, at av-
erage sales price plus 6%) for any cancer drug approved
for use by the Food and Drug Administration, Most states
Tequire insurance companies to do the same thing,

Peter Bach, an epidemiologist at Sloan-Kettering who
has also advised several health-policy erganizations, re-
ported ina 2009 New England Journal of Medicinearticle that
Medicare’s spending on the category dominated by cancer
drugs ballooned from 43 billion in r997 to $11 billion in
2004. Bach says costs have continued to increase rapidly
and must now be more than $20 billion.

With thatescalating bill in mind, Bach was among the
policy experts pushing for provisions in Obamacare to
establish a Patient-Centered Outcomes Research Institute
to expand comparative-effectiveness research efforts.
Through painstaking research, doctors would try to de-
termine the comparative effectiveness not only of drugs
but also of procedures like CT scans.

However, after all the provisions spelling out elaborate
research and review processes were embedded in the draft
law, Congress jumped in and added eight provisions that
restrict how the research can be used. The prime restric-

tice guidelines, coverage recommendations, payment, or
policy recommendations.”

With those 14 words, the work of Bach and his colleagues
was undone. And costs remain unchecked.

“Medicare could see the research and say, Ah, this drug
works better and costs the same or is even cheaper,” says
Gunn, Sloan-Kettering's chief operating officer. “But they
are not allowed to do anything about it.”

Along with another doomed provision that would have
allowed Medicare to pay a fee for doctors’ time spent coun-
seling terminal patients on end-of-life care (but not on
euthanasia), the Obama Administration's push for com-
parative effectiveness is what brought opponents’ cries
that the bill was creating “death panels.” Washington
bureaucrats would now be dictating which drugs were
worth giving to which patients and even which patients
deserved to live or die, the critics charged.

The loudest voice sounding the death-panel alarm be-
longed to Betsy McCaughey, former New York State lieu-
tenant governor and a conservative health-policy advocate.
McCaughey, who now runs a foundation called the Commit-
teetoReduce Infection Deaths, is still fiercely opposed to Med;-
care’s making comparative-effectiveness decisions. “There is
comparative-effectivenessresearch being donein themedical
journalsall the time, which is fine," she says. “Butit should be
used by doctors to make decisions—not by the Obama bureau-
crats at Medicare to make decisions for doctors.”

Bach, the Sloan-Kettering doctor and policy wonk, has
become so frustrated with the rising cost of the drugs he
uses that he and some colleagues recently took mattersinto
their own hands. They reportedin an October op-ed in the
New York Times that they had decided on their own that
they were no longer going to dispense a colorectal-cancer
drug called Zaltrap, which cost an average of 11,063 per
month for treatment. All the research shows, they wrote,
that a drug called Avastin, which cost $5,000 a month, is
just as effective. They were taking this stand, they added,
because “the typical new cancer drug coming ori the mar-
ket a decade ago cost about $4,500 per month (in 2012 dol-
lars); since 2010, the median price has been around $10,000.
Two of the new cancer drugs cost more than $35,000 each
per month of treatment. The burden of this cost is borne,
increasingly, by patients themselves—and the effects
can be devastating.”

The CEO of Sanofi, the company that makes Zaltrap, ini-
tially dismissed the article by Bach and his Sloan-Kettering
colleagues, saying they had taken the price of the drug out
of context because of variationsin the required dosage. But
four weeks later, Sanofi cut its price in half.

Bureaucrats
You Can Admire

BY THE NUMBERS, MEDICARE LOOKS LIKE A GOVERNMENT
program run amok. After President Lyndon B. Johnson
signed Medicare into law in 1965, the House Ways and
Means Committee predicted that the program would cost
$12 billion in 1990. Its actual cost by then was $110 billion.

tion: Findings shall “not be construed as mandates for prac-
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It is likely to be nearly $600 billion this year. That’s due to
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Jonathan Blum
‘When hospitals say they are
losing money on Medicare, my
reaction is that Central Florida
is overflowing with Medicare
patients and all those hospitals
are expanding and advertising
for Medicare patients,’ says
Blum, deputy administrator of
the Centers for Medicare and
Medicaid Services. ‘Hospitals
don't lose money when they
serve Medicare patients.’
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the U.S.'s aging population and the popular program’s ex-
pansion to cover more services, as well as the skyrocketing
costs of medical services generally. It's also because Medi-
care's handsare tied when it comes to negotiating the prices
for drugs or durable medical equipment. But Medicare’s
growth is not a matter of those “bureaucrats” that Betsy
McCaughey complains about having gone off the rails in
howthey operate it.

In fact, seeing the way Alan A’s bills from Sloan-
Kettering were vetted and processed is one of the more eye-
opening and least discouraging aspects of a look inside the
world of medical economics.

The process is fast, accurate, customer-{riendly and im-
pressively high-tech. And it’s all done quietly by a team of
nonpolitical civil servants in close partnership with the
private sector. In fact, despite calls to privatize Medicare by
creating a voucher system under which the Medicare popu-
lation would get money from the government to buy insur-
ance from private companies, the current Medicare system
isstaffed with more people employed by private contractors
(8,500) than government workers (700).

$1.5 Billion
A Day

SLOAN-KETTERING SENDS ALAN A.’S BILLS TO MEDICARE
electronically, all elaborately coded according to
Medicare’s rules.

There are two basic kinds of codes for the services billed.
The first is a number identifying which of the 7,000 proce-
dures were performed by a doctor, such as examining a chest
X-ray, performing a heart transplant or conducting an office
consultation for anew patient (which costs more than a con-
sultation with a continuing patient—coded differently—
because it typically takes more time). If a patient presents
more complicated challenges, then these basic procedures
will be coded differently; for example, there are two variet-
ies of emergency-room consultations. Adjustments are also
made for variations in the cost of living where the doctor
works and for other factors, like whether doctors used their
own office (they'll get paid more for that) or the hospital. A
panel of doctors set up by the American Medical Associa-
tion reviews the codes annually and recommends updates to
Medicare. The process can get messy as the doctors fight over
which procedures in which specialties take more time and
expertise or are worth relatively more. Medicare typically
accepts most of the panel’s recommendations.

The second kind of code is used to pay the hospital for
its services. Again, there are thousands of codes based on
whether the person checked in for brain surgery, an appen-
dectomy or afainting spell. To come up with these numbers,
Medicare takes the cost reports—including allocations for
everything from overhead to nursing staff to operating:
room equipment—that hospitals across the country are
required to file for each type of service and pays an amount
equal to the compaosite average costs.

The hospital has little incentive to overstate its costs be-
causeit'sagainst the law and because each hospital gets paid
not on the basis of its own claimed costs but on the basis of

gency rooms
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the average of every hospital’s costs, with adjustments made
for regional cost differences and other local factors. Except
for emergency services, no hospital has to accept Medicare
patients and these prices, but they all do.

Similar codesare calculated for laboratory and diagnostic
tests like CT scans, ambulance services and, as we saw with
Alan Asbill, drugs dispensed.

“When Itell my friends what I do here, it sounds boring,
but it’s exciting,” says Diane Kovach, who works at Medi-
care’s Maryland campus and whose title is deputy director
of the provider billing group. “We are implementing a pro-
gram that helps millions and millions of people, and we're
doingitinaway that makes every one of usproud,” she adds.

Kovach, who has been at Medicare for 21 years, operates
some of the gears of a machine that reviews the more than
3 million bills that come into Medicare every day, figures
out the right payments for each and churns out more than
$1.5 billion a day in wire transfers.

The partofthat process that Kovach and three colleagues,
with whom I spent a morning recently, are responsible for
involves overseeing the writing and vetting of thousands
of instructions for coders, who are also private contractors,
employed by HP, General Dynamics and other major tech-
nology companies. The codes they write are supposed to
ensure that Medicare pays what it is supposed to pay and
catches anything in a bill that should not be paid.

For example, hundreds of instructions for code changes
were needed to address Obamacare’s requirement that cer-
tain preventive-care visits, such as those for colonoscopies
or contraceptive services, no longer be subject to Medicare’s
usual outpatient co-pay of 20%. Adding to the complexity,
the benefit is limited to one visit per year for some services,
meaning instructions had to be written to track patient
timelines for the codes assigned to those services.

When performing correctly, the codes produce “edits”
whenever abill is submitted with something awry on it—if
adoctor submits two preventive-care colonoscopies for the
same patient in the same year, for example. Depending on
the code, an edit will result in the bill’s being sent back
with questions or being rejected with an explanation. It
all typically happens without a human being reading it.
“Our goal at the first stage is that no one has to touch the
bill,” says Leslie Trazzi, who focuses on instructions and
edits for doctors’ claims.

Alan A's bills from Sloan-Kettering are wired to a data
center in Shelbyville, Ky., run by a private company (owned
by WellPoint, the insurance company that operates under
the Blue Cross and Blue Shield names in more than a dozen
states) that has the contract to process claims originating
from New York and Connecticut. Medicare is paying the
company about $323 million over five years—which, as with
the fees of other contractors serving other regions, works out
to an average of 84¢ per claim.

In Shelbyville, Alan A’s status asa beneficiary is verified,
and then the bill is sent electronically to a data center in Co-
lumbia, S.C., operated by another contractor, also a subsidiary
of an insurance company. There, the codes are checked for
edits, after which Alan A 'sSloan-Kettering bill goes electroni-
cally to a data center in Denver, where the payment instruc-
tions are prepared and entered into what Karen Jackson, who
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supervises Medicare's outside contractors, says is the largest
accounting ledgerin the world. The whole process takes three
days—and that long only because the data is sent in batches.

There are multiple backups to make sure this ruthlessly
efficient system isn’t just ruthless. Medicare keeps track
of and publicly reports the percentage of bills processed
“clean”—i.e,, with no rejected items—within 30 days. Even
the speed with which the contractors answer the widely
publicized consumer phone linesis monitored and reported.
The average time to answer a call from a doctor or other
provider is 57.6 seconds, according to Medicare's records,
and the average time to answer one of the millions of calls
from patientsis 2 minutes 41 seconds, down from more than
eight minutes in 2007. These times might come as a sur-
prise to people who have tried to call a private insurer. That
monitoring process is, in turn, backstopped by a separate
ombudsman’soffice, which hasregional and national layers,

Beyond that, the members of the House of Representa-
tivesand the Senate loom as an additional 535 ombudsmen.
“We get calls every day from congressional offices about
complaints that a beneficiary’s claim has been denied,” says
Jonathan Blum, the deputy administrator of CMS. As a re-
sult, Blum’s agency has an unusually large congressional
liaison staff of 52, most of whom act as caseworkers trying
to resolve these complaints.

All the customer-friendliness adds up to only about 10%
of initial Medicare claims’ being denied, according to Medi-
care’s latest published Composite Benchmark Metric Report. Of
those initial Medicare denials, only about 20% (2% of total
claims) result in complaints or appeals, and the decisions
in only about half of those (or 1% of the total) end up being
reversed, with the claim being paid.

The astonishingefficiency, of course, raises the question of
whether Medicare is simply funneling money out the door as
fastas it can, Some fraud is inevitable— even a rate of 0.1% is
enough to make headlines when $600 billion is being spent.
It's also possible that people can game the system without
committing outright fraud. But Medicare has multiple layers
of protectionagainstfraud that the insurance companies don't
and perhaps can't match because they lack Medicare’s scale.

According to Medicare’s Jackson, the contractors are “vig-
orously monitored for all kinds of metrics” and required
every quarter “to doalot of data analysis and submit review
plans and error-rate-reduction plans.”

And then there are the RACs—a wholly separate group
of private “recovery audit contractors.” Established by Con-
gress during the George W. Bush Administration, the RACs,
says one hospital administrator, “drive the doctors and the
hospitals and even the Medicare claims processors crazy."
The RACs' only job is to review provider bills after they have
been paid by Medicare claims processors and look for sys:
tem errors, like faulty processing, or errors in the bills as
reflected in doctor or hospital medical records that the RACs
have the authority to audit.

The RACs have an incentive that any champion of the
private sector would love, They get no up-front fees but in-
stead are paid a percentage of the money they retrieve. They
eat what they kill. According to Medicare spokeswoman
Emma Sandoe, the RACbounty hunters retrieved §797 mil-
lion in the 2011 fiscal year, for which they were paid 9% to

44% of low-wage workers at small firms

were uninsured in 2010

12.5% of what they brought in, depending on the region
where they were operating.

This process can “get quite anal,” says the doctar who
recently treated me for an ear infection. Although my
doctor is on Park Avenue, she, like 96% of all specialists,
accepts Medicare patients despite the discounted rates it
pays, because, she says, “they pay quickly.” However, she
recalls getting bills from Medicare for 21¢ or 8¢ for sup-
posed overpayments.

The DHHS’s inspector general is also on the prowl to
protect the Medicare checkbook. It reported recovering
$1.2 billion last year through Medicare and Medicaid audits
and investigations (though the recovered funds had prob-
ably been doled out over several fiscal years). The inspector
general’s work is supplemented by a separate, multiagency
federal health-care-fraud task force, which brings criminal
charges against fraudsters and issues regular press releases
claiming billions more in recoveries.

Thisdoesnot mean thesystem s airtight. Ifanything, all
that recovery activity suggests fallibility, even as it suggests
more buttoned-up operations than those run by private in-
surers, whose payment systems are notoriously erratic.

Too Much
Health Care?:

IN A REVIEW OF OTHER BILLS OF THOSE ENROLLED IN
Medicare, a pattern of deep, deep discounting of charge-
master charges emerged that mirrored how Alan A’s bills
were shrunk down to reality. A §121,4714 Stanford Hospital
bill for a go-year-old California woman who fell and broke
her wrist became $16,949. A §51,445 bill for the three days
anailing ox-year-old spent getting tests and being sedated
in the hospital before dying of old age became $19,242.
Before Medicare went to work, the bill was chock-full of
creative chargemaster charges from the California Pa-
cific Medical Center—part of Sutter Health, a dominant
nonprofit Northern California chain whose CEO made
$5,241,305 in 2011.

Another pattern emerged fromalook at these bills: some
seniors apparently visit doctors almost weekly oreven daily,
for all varieties of ailments. Sure, as patients age they are
increasingly in need of medical care. But at least sorme of the
time, the fact that they pay almost nothing to spend their
days in doctors’ offices must also be a factor, especially if
they have the supplemental insurance that covers most of
the 20% not covered by Medicare.

Alan A. is now 89, and the mound of bills and Medicare
statements he showed me for 2011—when he had his heart
attack and continued his treatments at Sloan-Kettering—
seemed to add up to about 350,000, although I could not
tell for sure because a few of the smaller ones may have
been duplicates. What is certain—because his insurance
company tallied it for him in a year-end statement—was
that his total out-of-pocket expense was $1,139, or less than
0.2% of his overall medical bills. Those bills included what
seemed to be 33 visits in one year to 11 doctors who had
nothing to do with his recovery from the heart attack or
his cancer. Inall cases, he was routinely asked to pay almost
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nothing: §2.20 for a check of a sinus problem, $1.70 for an
eye exam, 33¢ to deal with a bunion. When he showed me
those bills he chuckled.

A comfortable member of the middle class, Alan A. could
easily afford the burden of higher co-pays that would en-
courage him to use doctors less casually or would at least
stick taxpayers with less of the bill if he wants to get that
bunion treated. AARP (formerly the American Association
of Retired Persons) and other liberal entitlement lobbies
oppose these types of changes and consistently distort the
arithmetic around them. But it seems clear that Medicare
could save billions of dollars if it required that no Medicare
supplemental-insurance plan for people with certain income
orasset levels could result in their paying less than, say, 10% of
adoctor’s bill until they had paid $2,000 or $3,000 out of their
pocketsin total bills in a year. (The AARP might oppose this
idea for another reason: it gets royalties from UnitedHealth-
care for endorsing United's supplementalinsurance product.)

Medicare spent more than $6.5 billion last year to pay
doctors (even at the discounted Medicare rates) for the ser-
vice codes that denote the most basic categories of office
visits. By asking people like Alan A. to pay more than a neg-
ligible share, Medicare could recoup $1 billion to $2 billion

Too Much
Doctoring?

ANOTHER DOCTOR'S BILL, FOR WHICH ALAN A.'S SHARE WAS
19¢, suggests a second apparent flaw in the system. This was
one of 50 bills from 26 doctors who saw Alan A. at Virtua
Marlton hospital or at the ManorCare convalescent center
after his heart attack or read one of his diagnostic tests at
the two facilities. “They paraded in once a day or once every
other day, looked at me and poked around a bit and left,”
Alan A. recalls. Other than the doctor in charge of hisheart-
attack recovery, “I had no idea who they were until I got
these bills. But for a dollar or two, so what?”

The “so what,” of course, is that although Medicare deeply
discounted the bills, it—meaning taxpayers—still paid from
$7.48 (for a chest X-ray reading) to $164 for each encounter.

“One of the benefits attending physicians get from many
hospitals is the opportunity to cruise the halls and go into
a Medicare patient’s room and rack up a few dollars,” says a
doctor who has worked at several hospitals across the coun-
try. “In some places it's a Monday-morning tradition. You
go see the people who came in over the weekend. There’s
always an ostensible reason, but there’s also a lot of abuse.”

of those costs yearly.
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Like MD Anderson's aggres- pricing enabled by a great
slve pricing for Sean Recchl's brand and an enterprise that
stay, Sloan-Ketterlng's markup  has leamed how to expand the
on drugs llke the Flebogamma  veach of its brand.
given to Alan A. Is one reason One of Sloan-Kettering’s
cancer care Is so profitable. major revenue sources [s the
In 2011, the hospital and outpatlent clinlcs It has been
research Institution of Sloan- opening around New York Clty
Kettering had an operating In recent years go that patlents
profit of $406 millllon even don't have to travel to the busy
after everything It spent on Upper East Side of Manhattan
research and the education for the kind of treatments Alan
of a small army of young A, gets every six weeks. There
cancer doctors. Is a cancer-screening and

The cash flow comes from treatment outpost (run In part-
more than Just drug markups. nership with Ralph Lauren’s
it also comes from the high foundation) In Harlem and a

When health care wonks focus on this kind of

chemotherapy clinic in Brook-
lyn, and clinlcal-care facliities
can also be found In five of the
New York Clty metropolitan ar-
ea's wealthler suburbs, such as
Sleepy Hollow In Westchester
County, New York, and Basking
Rldge, N.J. A sixth Is belng con-
structed in Hamlson, another
wealthy Westchester town.
Bullding on the deserved
allure of the Sloan-Kettering
brand, these outposts eat Into
the profits of area hospltals,
which would otherwlise be pro-
viding the same high-margin
outpatlent cancer care elther
on the basls of what thelr
own doctors prescribed or ac-
cording to Instructions from
Sloan-Kettering’s speclalists,
“Sloan-Ketterlng can open
these clinles and treat people
9 to 5 at their [high] rates,
and because they've got the
brand name, they'll be very
successful because they don't
have to run a 24/7 operatlon,”
complalns the president of one
hospltal in a wealthy suburb
north of New York Clty. “But
if those patients need help at
midnight on Saturday, they'll
end up In our emergency
room.” That may be true, but

Sloan-Kettering's foray beyond
the Upper East Slde of Man-
hattan aiso represents a rare
outbreak of competition In the
current hospital marketplace,
Sloan-Kettering may be
fishing for business In these
wealthy suburbs, but it does
have a financlal-ald process
that s both proactive and well
publicized to patients seeking
care. It provides discounts of
varylng amounts for those who
are uninsured or underinsured
and have Incomes of less than
500% above the poverty fine,
which comes out to about
$115,000 a year for a family
of four. Counselors also help
patlents get other ald from
the state or local govenment,
from research programs or, as
happened with Sean Recch! In
Ohlo, from drug companles.
That stlil ieaves out many
people, especlally the unin-
sured or underinsured whose
Incomes are above $115,000
but well below what they would
pay for treatment at Sloan-
Kettering. And it undoubtedly
leaves others struggling Just
to meet the co-pays required
even with good Insurance.
Sloan-Kettering chlef operating




overdoctoring, they complain (and write endless essays)
about what they call the fee-for-service mode, meaning that
doctors mostly get paid for the time they spend treating pa-
tients or ordering and reading tests. Alan A. didn't care how
much time his cancer or heart doctor spent with him or how
many tests he got. He cared only that he got better.

Some private care organizations have made progress
in avoiding this overdoctoring by paying salaries to their
physicians and giving them incentives based on patient
outcomes, Medicare and private insurers have yet to find a
way to do that with doctors, nor are they likely to, given the
current structure that involves hundreds of thousands of
private providers billing them for their services,

In passing Obamacare, Congress enabled Medicare to
drive efficiencies in hospital care based on the notion that
good care should be rewarded and the opposite penalized.
The primary lever is a system of penalties Obamacare
imposes on hospitals for bad care—a term defined as unac-
ceptable rates of adverse events, such as infections or inju-
ries during a patient’s hospital stay or readmissions within
a month after discharge. Both kinds of adverse events are
more common than you might think: 1 in 5 Medicare
patients is readmitted within 30 days, for example. One
Medicare report asserts that “Medicare spent an estimated

$4.4 billion in 2009 to care for patients who had been harmed
in the hospital, and readmissions cost Medicare another $26
billion.” The anticipated savings that will be produced by
the threat of these new penalties are what has allowed the
Obama Administration to claim that Obamacare can cut
hundreds of billions of dollars from Medicare over the next
10 years without shortchanging beneficiaries. “These pay-
ment penalties are sending a shock through the system that
willdrive costsdown,” says Blum, the deputy administrator
of the Centers for Medicare and Medicaid Services.

There are lots of other shocks Blum and his colleagues
would like to send. However, Congress won't allow him
to. Chief among them, as we have seen, would be allowing
Medicare, the world's largest buyer of prescription drugs,
to negotiate the prices that it pays for them and to make
purchasing decisions on the basis of comparative effective-
ness. But there’s also the cane that Alan A. got after his heart
attack. Medicare paid $21.97 forit. Alan A. could have bought
iton Amazon for about $12. Otherthanin afew pilotregions
that Congress designated in 2011 after a push by the Obama
Administration, Congress has not allowed Medicare to drive
down the price of any so-called durable medical equipment
through competitive bidding,

Thisis more than a matterof the 124,000 canes Medicare
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$345,000, Harvard pays Its
chlef fundralser $392,000.
Asked why salarles at Sloan-
Kettering are so much higher
than those at nonprofits llke
the Met and Harvard, Gunn
— replies, “Ali of us hospltals
e have the same compensation
consultants, sol guess It's a
self-fuifllling prophecy.”
Whatever the origlns of the
compensatlon rates, the pro-
spectus that Sloan-Kettering's
bankers and lawyers used to
sell the bonds that helped
finance those suburban clinles
struck a tone that Is at odds

offlcer John Gunn says pa-
tlents not formailly In the
financlal-assistance program
might stiil be offered discounts
of some kind and that only “2%
or 3% of our patients pay our
full list prices"—chargemaster
prices that he acknowledges
are high “because we have
better outcomes.”

Most of those asked to pay
chargemaster rates, Gunn
adds, are “wealthy forelgn-
ers, whom we screen and tell
In advance what it's likely to
cost them.” Insurance compa-
nles negotlate discounts off

of Sioan-Kettering's charge-
master prices, but Gunn
acknowledges that his hospl-
tal can drive a hard bargaln be-
cause Insurers want “to make
sure we are In" thelr network.
That kind of brand strength
produces not only lavish cash
flow but also lavish Incomes
for the nondoctors who work to
gonerate it. Six Sloan-Kettering
administrators made salarles
of over $1 mllllon In 2010, the
most recent year for which
the hospital flled its nonprofit
tax return, (The 2011 return
Is “on extenslon,” says Gunn,

who was pald $1,531,991 In
2010.) Including those six, 14
made over $500,000.
Compared with thelr peers
at equally venerabie non-
profits, these executlves are
comfortably ensconced In a
medicai ecosystem that's In a
world of Its own. For example,
Sloan-Kettering listed two
development-office executlves,
or fundralsers, as making
$1,483,000 and $844,000.
Another venerable New York
nonprofit that mines the same
fleld for donors—the Metro-
politan Museum of Art—pays
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with the daily sight of men and
women rushing through the
halls of Sloan-Kettering doing
God's work. The halls may be
sprinided with cheerful post-
ers almed at patlents, but the
prospectus Is sprinkied with
phrases llke market share, Im-
proved pricing and rate and vol-
ume Increases. Then agaln, the
same prospectus describes the
core of the buslness this way:
“higher flve-year survival rates
for cancer patlents as com-
pared to other Institutions.”
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reports that it buys every year. It's about mail-order diabet-
ic supplies, wheelchairs, home medical beds and personal
oxygen supplies too. Medicare spends about $15 billion
annually for these goods.

In the areas of the country where Medicare has been al-
lowed by Congress to conduct a competitive-bidding pilot
program, the process has produced savings of 40%. But so
far, the pilot programs cover only about 3% of the medical
goods seniorstypically use. Taking the program nationwide
and saving 40% of theentire $15 billion would mean saving
$6 billion a year for taxpayers.

The Way Out
Of the Sinkhole

“I WAS DRIVING THROUGH CENTRAL FLORIDA A YEAR OR TWO
ago,” says Medicare's Blum. “And it seemed like every bill
board I saw advertised some hospital with these big shiny
buildings or showed some new wing of a hospital being
constructed ... So when you tell me that the hospitals say
they are losing money on Medicare and shifting costs from
Medicare patients to other patients, my reaction is that Cen-
tral Florida is overflowing with Medicare patients and all
those hospitals are expanding and advertising for Medicare
patients. So you can't tell me they're losing money ... Hospi-
tals don’t lose money when they serve Medicare patients.”

If that's the case, I asked, why not just extend the pro-
gram toeveryone and pay for it all by charging people under
65 the kinds of premiums they would pay to private insur-
ance companies? “That’s not for me to say,” Blum replied.

Inthe debate over controlling Medicare costs, politicians
from both parties continue to suggest that Congress raise
the age of eligibility for Medicare from 65 to 67. Doing so,
they argue, would save the government tens of billions of
dollars a year. So it’s worth noting another detail about the
case of Janice 5., which we examined earlier. Had she felt
those chest pains and gone to the Stamford Hospital emer-
gency room amonth later, she would have been on Medicare,
because she would have just celebrated her 65th birthday.

If covered by Medicare, Janice S.’s $21,000 bill would have
been deeply discounted and, as is standard, Medicare would
have picked up 80% of the reduced cost. The bottom line is
that Janice S. would probably have ended up paying $500
to $600 for her 20% share of her heart-attack scare. And she
would have paid only a fraction of that—maybe $100—if,
like most Medicare beneficiaries, she had paid for supple-
mental insurance to cover most of that 20%.

In fact, those numbers would seem to argue for lowering
the Medicare age, not raising it—and not just from Janice S’s
standpoint but also from the taxpayers’ side of the equation,
That'snotaliberalargument for protecting entitlements while
the deficit balloons. It's justamatter of hardheaded arithmetic,

As currently constituted, Obamacare is going to require
people like Janice S. to get private insurance coverage and will
subsidize those who can't afford it. But the cost of that private
insurance-—and therefore those subsidies-—will be much
higher than if the same people were enrolled in Medicare
at an earlier age. That’s because Medicare buys health care

Thus the best way both to lower the deficit and to help save
money for people like Janice S. would seem to be to bring her
and other near seniors into the Medicare system before they
reach 65. They could be required to pay premiums based on
their incomes, with the poor paying low premiums and the
better off paying what they might have paid a privateinsurer.
Those whocan afford it might also be required to pay a higher
proportion of their bills—say, 25% or 30%——rather than the
20% they're now required to pay for outpatient bills.

Meanwhile, adding younger people like Janice S. would
lower the overall cost per beneficiary to Medicare and help
cut its deficit still more, because younger members are like-
lier to be healthier.

From Janice S.'s standpoint, whatever premium she
would pay for this age-64 Medicare protection would still be
less than what she had been paying under the COBRA plan
that she wished she could have kept after the rules dictated
that she be cut off after she lost her job.

The only way this would not work is if 64-year-olds start-
ed using health care services they didn't need. They might
be tempted to, because, as we saw with Alan A, Medicare’s
protection is so broad and supplemental private insurance
costs so little that it all but eliminates patients’ obligation to
pay the 20% of outpatient-care costs that Medicare doesn't
cover. To deal with that, a provision could be added requir-
ing that 64-year-olds taking advantage of Medicare could
not buy insurance freeing them from more than, say, 5% or
10% of their responsibility for the bills, with the percentage
set according to their wealth. It would be a similar, though
more stringent, provision of the kind I've already suggested
for current Medicare beneficiaries as a way to cut the cost of
people overusing benefits.

Ifthat logic applies to 64-year-olds, then it would seem to
apply even more readily to healthier 40-year-olds or 18-year-
olds. This is the single-payer approach favored by liberals
and used by most developed countries.

Then again, however much hospitals might survive or
struggle under that scenario, no doctor could hope for any-
thing approaching theincome he or she deserves@and that will
make future doctors want to practice) if 100% of their patients
yielded anything close to the low rates Medicare pays.

“If you could figure out a way to pay doctors better and
separately fund research ... adequately, I could see where a
single-payer approach would be the most logical solution,”
says Gunn, Sloan-Kettering’s chief operating officer. “It would
certainly bealotmore efficient than hospitalslike ours having
hundreds of people sitting around filling out dozens of differ-
ent kinds of bills for dozens of insurance companies.” Maybe,
but the prospect of overhauling our system this way, displac-
ing all the private insurers and other infrastructure after all
these decades, isn’t likely. For there would be one group of
losers—and these losers have lots of clout. They’re the health
care providers like hospitals and CT-scan-equipment makers
whose profits—embedded in the bills we have examined—
would be sacrificed. They would suffer because of the lower
prices Medicare would pay them when the patient is 64, com-
pared with what they are able to charge when that patient is
either covered by private insurance or has no insurance at all.

That kind of systemic overhaul not only seems un-

services at much lower rates than any insurance company.
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realistic but is also packed with all kinds of risk related to
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the microproblems of execution and the macro issue of giv-
ing government all that power,

Yet while Medicare may not be arealistic systemwide mod:
el for reform, the way Medicare works does demonstrate, by
comparison, how the overall health care market doesn’t work,

Unless you are protected by Medicare, the health care
market is not a market at all. It's a crapshoot. People fare dif-
ferently according to circumstances they can neither control
nor predict. They may have no insurance. They may have
insurance, but their employer chooses their insurance plan
and it may have a payout limit or not cover a drug or treat
ment they need. They may ormay not be old enough to beon
Medicare or, given the different standards of the sostates, be
poor enough to be on Medicaid. If they’re not protected by
Medicare or they’re protected only partly by private insur-
ance with high co-pays, they have little visibility into pric-
ing, letalone control of it, They havelittle choice of hospitals
ortheservicestheyarebilled for, even if they somehow know
the prices before they get billed for the services. They have
no idea what their bills mean, and those who maintain the
chargemasters couldn’t explain them if they wanted to. How
much of the bills they end up paying may depend on the gen-
erosity of the hospital or on whether they happen to get the
help of a billing advocate. They have no choice of the drugs
that they have to buy or the lab tests or CT scans that they
have to get, and they would not know what to do if they did
have a choice. They are powerless buyers in a seller’s market
where the only sure thing is the profit of the sellers.

Indeed, the only player in the system that seems to have
to balance countervailing interests the way market players
in a real market usually do is Medicare. It has to answer to
Congress and the taxpayers for wasting money, and it has to
answer to portions of the same groups for trying to hold on to
money it shouldn’t. Hospitals, drug companies and othersup-
pliers, even the insurance companies, don't have those worries.

Moreover, the only playersin the private sectorwhoseem to
operate efficiently are the private contractors working—dare

I say it>—under the government’s supervision. They're the
Medicare claims processors that handle claimslike Alan A’s
for 84¢ each. With these and all other Medicare costs added
together, Medicare’s total management, administrative and
processing expenses areabout $3.8 billion for processing more
than abillion claims a year worth $550 billion. That’s an over-
all administrative and management cost of about two-thirds
of 1% of the amount of the claimns, orless than $3.80 per claim.
According to its latest SEC filing, Aetna spent $6.9 billion on
operating expenses (including claims processing, accounting,
salesand executive management) in 2012. That’s about $30for
eachofthe 229 million claims Aetna processed, anditamounts
to about 29% of the $23.7 billion Aetna pays outin claims.

Thereal issueisn’t whether we have asingle payer ormul-
tiple payers. It's whether whoever pays hasa fairchanceina
fair market. Congress has given Medicare that power when
it comes to dealing with hospitals and doctors, and we have
seen how that works to drive down the prices Medicare pays,
just as we’ve seen what happens when Congress handcuffs
Medicare when it comes to evaluating and buying drugs,
medical devices and equipment. Stripping away whatis now
the sellers’ overwhelming leverage in dealing with Medi:
care in those areas and with private payers in all aspects of
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among developed countries: $2,300 per bed day on average

the market would inject fairness into the market. We don't
have to scrap our system and aren’t likely to. But we can
reduce the $750 billion that we overspend on health care
in the U.S. in part by acknowledging what other countries
have: because the health care market dealsin a life-or-death
product, it cannot be left to its own devices.

Put simply, the bills tell us that this is not about inter-
fering in a free market. It’s about facing the reality that
our largest consumer product by far—one-fifth of our
economy—does not operate in a free market.

So how can we fix it?

Changing
Our Choices

WE SHOULD TIGHTEN ANTITRUST LAWS RELATED TO HOSPI-
tals to keep them from becoming so dominant in a region
that insurance companies are helpless in negotiating prices
with them. The hospitals’ continuing consolidation of both
lab work and doctors’ practices is one reason that trying to
cut the deficit by simply lowering the fees Medicare and
Medicaid pay to hospitals will not work. It will only cause
the hospitals to shift the costs to non-Medicare patients in
order to maintain profits—which they will be able to do
because of their increasing leverage in their markets over
insurers. Insurance premiums will therefore go up—which
in turn will drive the deficit back up, because the subsidies
on insurance premiums that Obamacare will soon offer to
those who cannot afford them will have to.go up.

Similarly, we should tax hospital profits at 75% and have
a tax surcharge on all nondoctor hospital salaries that ex-
ceed, say, $750,000. Why are high profits athospitals regard-
ed as a given that we have to work around? Why shouldn’t
those who are profiting the most from a market whose costs
are victimizingeveryoneelse chipin to help? If we recouped
75% of all hospital profits (from nonprofit as well as for-
profit institutions), that would save over $80 billion a year
before counting what we would save on tests that hospitals
might not perform if their profit incentives were shaved.

To be sure, this too seems unlikely to happen. Hospitals
may be the most politically powerfulinstitution in any con-
gressional district. They're usually admired as their com-
munity’s most important charitable institution, and their
influential stakeholders run the gamut from equipment
makers to drug companies to doctors to thousands of rank-
and-file employees. Then again, if every community paid
more attention to those administrator salaries, to those non-
profits”profit margins and to chargeslike $77 for gauze pads,
perhaps the political balance would shift.

We should outlaw the chargemaster. Everyone involved,
except a patient who gets a bill based on one (or worse, gets
sued on the basis of one), shrugs off chargemastersasafiction.
So why notrequire that they be rewritten to reflect a process
that considers actual and thoroughly transparent costs? After
all, hospitals are supposed to be government-sanctioned insti-
tutions accountable to the public. Hospitals love the charge-
master because it gives them a big number to put in front of
rich uninsured patients (typically from outside the U.S) or,
asismore likely, to attach to lawsuits or give to bill collectors,

|

- .



g MR ]

ey (et

if

establishing a place from which they can negotiate settle-
ments. It's also a great place from which to start negotiations
with insurance companies, which also love the chargemaster
because they can then make their customers feel good when
they get an Explanation of Benefits that shows the terrific
discounts their insurance company won for them,

But for patients, the chargemasters are both the real and
the metaphoric essence of the broken market. Theyare any-
thing but irrelevant. They're the source of the Ppoison cours-
ing through the health care ecosystem.

We should amend patent laws so that makers of won-
der drugs would be limited in how they can exploit the
monopoly our patent laws give them. Or we could simply
set price limits or profitmargin caps on these drugs. Why
are the drug profit margins treated as another given that
we have to work around to get out of the $75obillion annual
overspend, rather than a problem to be solved?

Just bringing these overall profits down to those of the
software industry would save billions of dollars. Reducing
drugmakers’ prices to what they get in other developed
countries would save over $go billion a year. It could save
Medicare—meaning the taxpayers-—more than $25 billion
a year, or $250 billion over 1o years. Depending on whether
that $250 billion is compared with the Republican or Demo-
cratic deficit-cutting proposals, that's a third or a half of the
Medicare cutsnow being talked about.

Similarly, we should tighten what Medicare pays for CT
or MRI tests a lot more and even cap what insurance com-
panies can pay for them. This is a huge contributor to our
massive overspending on outpatient costs. And we should
cap profits on lab tests done in-house by hospitals or doctors.

Finally, we should embarrass Democrats into stopping
their fight against medical-malpractice reform and instead
provide safe-harbor defenses for doctors so they don’t have
to order a CT scan whenever, as one hospital administrator
put it, someone in the emergency room says the word head.
Trial lawyers who make their bread and butter from civil
suits have been the Democrats’ biggest financial backer for
decades. Republicans are right when they argue that tort
reform is overdue. Eliminating the rationale or excuse for
all the extra doctor exams, lab tests and use of CT scans and
MRIs could cut tens of billions of dollars a year while drasti-
cally cutting what hospitals and doctors spend on malprac-
tice insurance and pass along to patients.

Other options are more tongue in cheek, though they il-
lustrate the absurdity of the hole we have fallen into, We could
limit administrator salaries at hospitals to five or six times

what the lowest-paid licensed physician getsfor caring for pa-
tients there. That might take care of the selffulfilling peer dy-
namicthatGunn of SloanKettering cited when he explained,
“Weall use the same compensation consultants” Then again,
itmight unleash a wave of salary increases for junior doctors.

Or we could require drug companies to include a promi-
nent, plain-English notice of the gross profit margin on the
packaging of each drug, as well as the salary of the parent
company'’s CEO. The same would have to be posted on the
company’s website. If nothing else, it would be a good test of
embarrassment thresholds.

None of these suggestions will come as a revelation to
the policy experts who put together Obamacare orto those
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before them who pushed health care reform for decades.
They know what the core problem is—lopsided pricing and
outsize profits in a market that doesn’t work. Yet there is
little in Obamacare that addresses that core issue or jeopar-
dizes the paydays of those thriving in that marketplace. In
fact, by bringing so many new customers into that market
by mandating that they get health insurance and then pro.
viding taxpayer support to pay theirinsurance premiums,
Obamacare enriches them. That, of course, is why the bill
was able to get through Congress.

Obamacare doessome good work around the edges of the
core problem, It restricts abusive hospital-bill collecting. It
forces insurers to provide explanations of their policies in
plain English. It requires a more rigorous appeal process con-
ducted by independent entities when insurance coverage is
denied. These are all positive changes, as is putting the in
surance umbrella over tens of millions more Americans—a
historic breakthrough. But none ofitisa pathto bendingthe
health care cost curve. Indeed, while Obamacare’s promo-
tion of statewide insurance exchanges may help distribute
health-insurance policies to individuals now frozen out of
the market, those exchanges could raise costs, not lower
them. With hospitals consolidating by buying doctors' prac-
ticesand competing hospitals, their leverage over insurance
companies is increasing. That's a trend that will only be ac-
celerated if there are more insurance companies with less
market share competing in a new exchange market trying
to negotiate with a dominant hospital and its doctors. Simi-
larly, higher insurance premiums—much of them paid by
taxpayers through Obamacare’s subsidies for those who
can’t afford insurance but now must buy it—will certainly
be the result of three of Obamacare's best provisions: the
prohibitions on exclusions for pre-existing conditions, the
restrictions on co-pays for preventive care and the end of
annual or lifetime payout caps. :

Put simply, with Obamacare we've changed the rules
related to who pays for what, but we haven't done much to
change the prices we pay.

WHEN YOU FOLLOW THE MONEY, YOU SEE THE CHOICES
we've made, knowingly or unknowingly.

Over the past few decades, we've enriched the labs, drug
companies, medical device makers, hospital administrators
and purveyors of CT scans, MRISs, canes and wheelchairs,
Meanwhile, we've squeezed the doctors who don’t own
their own clinics, don't work as drug or device consultants
or don't otherwise game a system that is so gameable. And
of course, we've squeezed everyone outside the system who
gets stuck with the bills.

We've created asecure, prosperousisland inan economy
thatissuffering under the weight of the riches those on the
island extract.

Andwe've allowed those on theisland and their lobbyists
and allies to control the debate, diverting us from what Ge-
rard Anderson, ahealth care economist at the Johns Hopkins
Bloomberg School of Public Health, says is the obvious and
only issue: “All the prices are too damn high." [

Brill, the author qf Elass Warfare: Inside the Fight to Fix Ameri- -
ca’s Schools, is the founder of Court TV and the American Lawyer

TIME March 4, 2013

55




